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III.  WEST COAST MARKET FUNDAMENTALS

This section highlights, from an industry perspective, keys to success on the
West Coast: crude supply. manufacturing, product supply and commercial
marketing of jet fuel, diesel and coke. Section IV puts APC's situation in

each of these fundamentals into perspective.

The West Coast has historically been a unique business environment ]'”or oil
companies. This uniqueness stems from the isolation of the region— ¢
. bordered on the west by water and on the east by mountain ranges. and with
no significant pipeline access for product or crude into the region and
governed by strict environmental regulations which do not apply elsewhere.
For example with the important excepiio_n of the All American and Line 90
crude pipelines, ocean going tanker is the only way 1o move large volumes
of product or crude into or out of the West Coast. As a result, the marker
fundamentals impacting all major aspects of the downstream business are
different from those in other major refining centers.

ARC 000015428
- Crudc p.ices ure ai u discount io the Gulf Coast. West Coast
manufacturing infrastructure is the most.complex and sophisticated in the
world—driven in part by high gasoline demand, limited local markets for
residual fuel oil, rremendous demand for light products the relatively heavy
crudes which are abundant in the region, and tight environmental
regulatioﬁs‘ The West Coast has historically been short light products
leading to prices which trade at premium to the Gulf Coast. As a result,
- West Coast margins have historically exceeded Gulf Coast levels.

Commercial and wholesale marketing on the West Coast is complicated by
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differing supply/demand balances and product specifications up and down

the coast, as well as an increasingly sophisticated customer base.

In addition to geographic isolation, unique product specifications in
California for both diesel fuel and gasoline create a form of product
isolation. Though refiners outside of the West Coast can and do make
product which meets California specifications (e.g. Neste in Finland makes
CARB gasoline for export), our local specifications create additional costs
for refiners trying to serve the West Coast market.

T
Al

Crude Suppl L
~=uce SUppy ARC 000015429

West Coast refineries process 2.5 million barrels/day of crude. In 1995,

ANS provided 52% of the crude slate, and California crudes 38%. Only

10% of all refinery crude runs were foreign barrels, as compared to 73% in

the Gulf Coast. Chevron, Exxon, Tosco and APC provide the primary

demand for ANS. Though on the West Coast ANS is often referred to as a
“light” crude, from a world wide standpoint ANS is closer to a

mec{iu?n/sour crude. A variety of refiners, including Mobil (Torrance), Shell
(Martinez), Texaco (Wilmington and Bakersfield), and Unocal (Rodeo) Tun
‘primarily California heavy crudes, which are among the“reaviest tiine— -~

world.

The West Coast’s distance from other major petroleum markets has
_historically kept crude prices - especially California’s heavy crude prices
lower than the Gulf Coast. The reason is simple: —petcoleum prices are set at
2 world level, with netbacks typically determined by the marginal (last)

barrel. During the 1980s, the West Coast was crude long. Since it was
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(and still is) expensive to transport crudes to the Gulf Coast or alternative
refinery centers, West Coast producers were (and are) willing to sell their
production in local markets at a price which gives them a netback equal to
or above their next best export alternative. In practice, this has resulted in
California crudes priced attractively versus imported crudes, corrected for
quality. Both ANS and California crude prices vere a&onsidered to be at
“export parity”. &(@
However, as ANS declined, BP was able to drive the price of ANS toward
__ ... .. “import parity” by exporting excess barrels to the Gulf. By 1993, ANS was
pricing at parity with imported crudes from Latin America and the Middle |
East. In contrast, California heavy crudes continue to price at a discount
because San Joaquin and OCS production still exceed local demand. The
marginal barrel of California heavy crude still ends up in the mid-continent

via the All American Pipeline or reaches Los Angeles by truck.

Looking ahead, the decline in ANS production will gradually drive the West
Coast into a crude short position. Since ANS is already trading at parnty
with imported crude oil from Latin America, we do not expect ANS pricing
on the-West Coast to inicreasc relative s “werld prices.- As long as crude
transportation costs remain on a level playing field, the West Coast should
remain the most attractive market for ANS producers. If export
transportatién economics become more advantaged than they are currently,
exports ot: ANS could begin td threaten the availability and relative pricing of
ANS to West Coast refiners.

ARC 000015430
We expect the California heavy crude discount will tend to evaporate over

the next few years as the region goes increasingly short of heavy crude, and
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the amount of California heavy crude “exported” to the Gulf Coast via the
All American Pipeline diminishes. Efforts to increase heavy crude pipeline

capacity to Los Angeles could accelerate this trend.

An additional factor affecting West Coast crude markets is crude quality.
The West Coast, and‘n particular, produce a substantial volume of
calcined coke for use in the aluminum industry. The ability to make this
high value product is highly dependent on the quality of ANS crude.
Specifically, sulfur and metals content affect the useability and value of the
calcined coke to aluminum smelters. As ANS quality continues to d‘recline
over time, ine amount of “trim” crudes of higher quality needed to
supplement ANS in calcined coke manufacturing will gradually increase.
The challenge is to identify the trim crudes which can land on the West
Coast most economically. Unfortunately, many high quality calcinable

crudes do not land on the West Coast at economic prices today.

Manufacturing

- ) ARC 000015431

B} The West Coast has one of the world’s most complex; refining
mﬁ'astructures The complexxty of its refineries is driven by the high
demand for gasolme the low demand for resid/distillates, the heavier crudes
produced here and tight environmental rules. Of the 1.8 million barrels per
day of capacity in California, for example, 1.6 million barrels per day is
processed in-eoking refineries compares this 90% California coking
conversion rate to Texas, where only 65% of 3.9 fnilli_on barrels per day of

refining capacity is in coking refineries.
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Asa résult, the West Coast’s margin curve is }/fairly flat. There is very
little marginal capacity on the West Coast because simple, high-cost refiners
such as Goldenwest and Pacific Refining have already closed. In addition,
there is a high degree of balance across the West Coast—reﬁnery system,
which means there is margjnal capacity within any of the existing complex
refineries. Asa res-illt, Weét Coast prices can be very volatile. Excess
capacity can produce intense price wars while shortages can create
attractive margins.

—-. For arefinery of any given complexity, margins are the key to profitability
and returr; on assets. Breakeven refining margins tend to move together in
much the same way as crude prices, with transportation economics
between marginal product supply and demand setting prices and margins
across refining centers. The Gulf Coast light/heavy product differential
(expressed as the average of gasoline and diesel prices minus the price of

residual fuel oil) is the key benchmark for global refining margins.
Historically this light/heavy product differential has been extremely volatile - _
over time, typically trading in a range bounded by FCC (fluidized catalytic
~ cracking) re-investment economics and operating cost-breakevea. - - e e e
($5/barrel). As a result, most of the time there is limited incentive to build
_ additional complex refining capacity, but likewise limited incentive to
remove capacity from the market.
Over the las_t decade, light/heavy differentials have traversed the entire range
from $5 to $12/barrel.

ARC 000015432

Company Confidential 14




HIGHLY CONFIDENTIAL ¢

The light/heavy product differential translates into actual refining margins
based on the upgrading capability being utilized and the crude being run. On
the West Coast, coking margins are the best reflection of each refinery’s
gross financial performance. They ranged from $5.00/barrel to
$11.00/barrel from 1991 to 1993, with an average of $7.50/barrel.
However, since the complexity of the refining base on the West Coast is
similar across refiners, differences in individual performance are not
explained solely by margins. Differences in safety, reliability, cost
performance, throughput increases and scale tend to determine which
refineries are most profitable over time. On the West Coast, these !
differences lead to a substantial range of overall profitability across

refineries that have essentially similar upgrading capabilities.

* Product Supply - ARC 00001 5433

On the products side,since the Gulf Coast is the nearest source of
incremental products, the marginal barrel of products barrel commands a
price high enough to cover the transportation costs from the Gulf. West
Coast product prices thus tend to be at “import parity”. This is one of the
major reasons why manufacturing margins on the West Coast are

" significantly higher than thosé on the Guif Coasi.™ — = =~

Historically, the West Coast has been short light product, particularly
‘gasoline, creating a situation where prices are stable at levels 5 to 6 cents
per gallon above the Gulf Coast. However, in 1991 the supply/demand
balance shifted from short supply to excess, and has stayed slightly iong
ever since. During this transition period, West Coast light product prices

fell to levels 2-3 cents per gallon below the Gulf Coast, stayed at that level
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for slightly over a year. Towards the end of the time period, aEgniﬁcant
[ increase in exports of light products out of the West Coast (combined with
the shut down of some non-economic capacity in various West Coast
refineries), has allowed supply and demand to remain in close balance.
However, the West Coast light product balance remains a precarious one.
The overall balance shifts seasonally, with the summer months in close )
balance and the excess product long in winter months. These
supply/demand balance swings make the West Coast prices far more

volatile than in other world markets. :

C——

Looking ahead, light product demand is expected to continue to grow at a
rate of 2% per year through 2005, with the majority of this growth driven
by gasoline. Gasaline demand is strongly driven by population and by
vehicle miles traveled, which are expected to grow by up to 2% per year
over the next decade, according to state and government forecasts. And
when the impact of higher speed limits, consumer ;fé:ferences for larger
cars and sport utility vehicles, and a more robust economy are factored in,
the demand outlook becomes even more positive.

ARC 000015434 -
At thc-same time, the YWast Coost’s capacity 1o manufacture light products
has recently increased due to major environmental investments to make
CARB gasoline at most West Coast refineries, and it is expected to continue
to grow due to ongoing capacity creep (low capital capacity increases).
Historically, light product make on the West Coast has grown 2.2%
annually due to capacity creep, and this level of growth is expecied 10
continue over t-he next five to ten years. If demand and supply growth meet
expected levels, the historical pattern of balance in the summer and length in

the winter will likely continue, though any significant recession or change in
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‘positions 1n specific West Coast regions and/or products, such as APC’s

| ' ARC 000015435
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demand growth could result in significant additional increases in West Coast
product excess supply, putting pressure on both prices and margins, and

necessitating additional exports

1
Exports from the West Coast to maintain the balance between supply and

demand have historically been made by refiners who have some remaining,
less economic refining capacity which could be used to cut crude runs and

by refiners who have excess product and the ability to export that product

economically. As the table below shows, this incentive is strongest fOr —mmm—
Chevron and Shell, though others have the excess supply to export px’foduct

if necessary.

Further complicating light product supply on the West Coast is the

existence of several distinct “micro-markets”. Regionally, the West Coast is
short on light product in southern California, long on light product in
northern California and balanced to long in the Pacific Northwest. |
Additionally, CARB gasoline and diesel specifications reduce the fungibility
of products within PADD V. As a result, we experience significant
volatility of product pricing within PADD V as well as pricing versus the
Gulf Coast. The existence of a handful of players with large supply

CARB diesel position in southern California or APC’s high sulfur diesel
position in the Pacific Northwest, add further to this volatility. Close N
monitoring ofsupply and demand within these micro-markets is needed to
ensure that refiners react to imbalances and prevent wide volatility in the

premiums realized for specific products. -
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CARB2 GASOLINE: COSTLY, COMPLEX, AND TIGHT
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Summary CONFIDENTIAL

The deadline for California’s new mandated gasoline, CARB 2, is fast approaching. The
gasoline is more difficult to manufacnae than Federal RFG but is designed to accomplish the
same task —reduce ozone precursors and_ toxics emissions. Callfornia’s refiners have invested
over 33 billion to be ready for the program’s March I, 1996 start. Will there be enough
capacity? Based on a PIRA survey, Californian capability to produce CARB2 gasoline is
around 900 =50 MB/D. This contrasts with estimated demand of around 915 MB/D. Hence, the
halorarapraas-itinh?! Horpuivemtry-duildiganynba mith sugpliae orelifler jfaddea’proatict
or components from outside the state will likely be necessary. Prices would need to increase to
aftracs the additional out-of-state materials. The California gasoline market should witness
extensive price volatility and refiners could have an opportunity 10 earn a return on their
investment, which has rarely occurred with other U.S. refiner ervironmental investments. Prices
10-15 ¢/gal above conventional West Coast gasoline are likely, with spikes above this at times.
Such a sharp increase in California’s pump prices carrles risks for the industry which it needs to
minimize.

Introduction

The New Year is bringing with it another new fuel, California Air Resources Board (CARB)
reformulated gasoline, aka CARB 2, the costliest and most complex gasoline yet. This Briefing
Note outlines the program, ieviews California refiners® reediness, and assesses the implications

- for margins. The review is based on a refiner survey that PIRA conducted by phone between
September and November 1995. The results from this follow-up our third quarter 1993 survey
cover around 90% of crude distillation capacity and rearly all the upgrading units, with just one

__instance where PIRA had to incorporate carlier estimates, updated using other sources. = __

Program Timing _

The CARB 2 gasoline program was adopted in November 1991 for 1996 implementation.
There were significant starrup problems associated with the 1993 introduction of California’s
special low sulfur diesel program. To avoid that happening again, CARB has been working
closcly with refiners as the deadline approaches, monitoring their readiness. One consequence of
this is that the program has been delayed and switched to a phased-in startop that allows ample

—— < —— e — =
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< omidang, for inventorics to be built. Thus, the mandated dates for the differeat industry segments 1

move to the year round CARB 2 gasoline program are now:

o Refiners: March 1, 1996 (from January 1).

» Terminals: Aprl 15, 1996.

e Retail: June 1, 1996.

The state has also been testing whether the new fuel will damage car components, as low
“S” diesel did. So far, there have been no statistically significant problems. However,
consumers only care that their car runs. Even a few problems, if magnified by press coverage,
could present difficulties for regulators and the industry, especially in an election year:

HIGHLY
CONFIDENTIAL

— Figure 1
CARB 2 Specifications
Specific Limits SUMMER REFORMULATED GASOLINE:
pecific Limit CALIFORNIA IS MORE RESTRICTIVE
CARB 2 gasoline has more Jom :
restrictive quality specifications than PER GALLON LIMITS
any gasoline imtroduced or planned us.  TRE i
for anywhere in the world, although BASELINE 13967 193¢
British Columbia (Canada) has jUSt | ouvaen, we L e -
announced a program modeled on_| AROMATICS, voi% 32 Formula 28
CARB 2 and RFG, albeit toned down mﬂﬂf—:: ‘ﬁ w ’“w !
. . OLKFINS, avg_ s
and. w“;h no oxygenate mandate. |00 "y 30 - Wavg (I~ 0
California has raken the federal rules | 1o, deg. F 218 10
for RFG a significant step further with | sULFUR, ppm 38 Wy (3 4
the substitution of specific (and :_-:..:":E:_:;__‘

generally tighter) limits for five
propertics that arc cither formula
based (aromatics), performance based Figure 2

(sulfur, olefins, TS0), or not even
defined (T50) for simple model |  CALIFORNIA PHASE 2 REFORMULATED
_Federal RFG (Fiqure 1). _ L o GASOUNE STANDARD§ o
CARB has again given small AT " ;

refiners some compliance latitude, LT AVERAGE CAP.
allowing them a two year extension, v
until March 1, 1998, for meeting the | KVP. pal 7 — 7
new sulfur, olefins, TS0 and TS0 :ma;;x o "z‘:" : “;':
specifications. Compliance 00 | peyzeng, vois 12 01 12
aromatics, benzene, oxygen and RVP | oLEFNs, voi% €0 40 108

_is required at the same time for all | T80, deg F 300 2%0/310 30
refiners, large or small. Because of | 753, % F 210 - 200 8
closures, there arc now anly two | 3AFUR PP 9 e »
gasoline producing refineries that | -winter B —_

qualify as small: Paramount and Kem.

Thiscompﬁnncehﬂn:dethcmforchasﬁtﬂcb&dngoncitszARBanpply or on air quality.

CARB 2 Gasoline: Costly, Comples, And Tight 2
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As with RFG, companies can take an averaging approach, but the specification limits are
then tightened considerably and maximum values are introduced. (Figure 2). The rolling semi-
annual averaging can be applied to any or all components with the sole exception of RVP, which
always retains its flat 7 p.s.i. limit.

Predictive Model Adds Flexibility

The manufacturing flexibility for CARB 2 goes beyond this averaging. The key feature of
California’s program is that it is emission reduction driven, with the set limits in effect a fallback
option. Any gasoline that, according to CARB’s mathematical model, is predicted to equal or
better the emissions from a gasoline with CARB-2’s specific limits becomes a complying
gasoline, even if the levels of some properties deviate from the set flat or averaging limits. This
approach puts California almost two years ahead of the EPA, which will not change to its
~ predictive model for RFG, the Complex Model, until 1958. '

CARB’s model, developed with refiner involvement, is particularly sensitive to sulfur and
T50. Lowering these can result in gasolines that are CARB 2 compliant but could have 100 little
oxygea to be RFG compliant too, an issue in Southern California and Sacramento (see later).

PIRA Survey Results’ B

Capitsl Investment

The surveyed refiners have invested a staggering $3.4 billion, or $4,000/daily gasoline
barrel, to achieve CARB 2 compliance,. This total is around $500 millian lower than previously
expected due to aggressive cost reduction programs, with the main savings coming from the
cancellation of scveral alkylation facilities. Companies cited the predictive model as
substantially aiding their ability to make savings. This confirms the cost cffectiveness of this
more flexible approach. Companies contimue to study how the model can help, so further
reductions in operating costs or future capex are likely.

Investment levels were quite disparate ‘among companies, varying from as little as $100
million to as much as S1 billion, depending on the type and number of new process units
" required. Companics at the high end of the cost range were -extensively modifying. their
refinery(ics), including adding niew alkylation, isamerization, and/or coking, and generally going
beyond simple CARB 2 compliance. In the survey as a whole, process unit choices included:

o _ Fractionatars for naphtha feed, reformate, T90 control, cat naphtha or RVP control.

e Benzene saturation.

e Alkylation and/or C4/Cy isomerization.

o Hydrotreating for one or more component streams, in some cases accompanied by

hydrogen units and even sulfur recovery units too. .

¢ Oxygenato capacity. i —

In addition, utility and offsite improvements were necessary in many cases, as Were more
sophisticated blending operations

January 17, 1996 3 CARB 2 Gasoline: Costly, Complex, And Tight
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Another reason for the range of investment levels is the difference in the percentage of
gasoline targeted to be CARB 2. This varied from 50 to 100% with an average of around 35%.
California will still have conventional gasoline for markets outside the state. -

CARB 2 Supply Potential
The surveyed California refiners

should be sble to produce around S00£50 Lo~

N o e ———
MB/D of CARB gasoline, (before CALIFORNIA REFINERS' GASOUNE CAPABILITY, G0
1996, SURVEY BASIS

allowing for tumarounds or accidents)
with the variation depending upon relative
economic incentives to produce different
refined products, operational constraints or
requirements, and the performance of new
units (Figure 3). This estimate is based on
the survey participants’ plans for
oxygenate concentration and includes

baseload volumes of components, such as e averer | ik o
MTBE, from outside the state. [t excludes |-
~  three possible additional sources of CARB || -- o i

2 supply. Firstly, supplies from California e ——e
refiners not surveyed  Secondly,
contingency in-systemn volumes that California refiners could supply from outside the state.
Thirdly, finished spec gasoline or components from non-Californian refiners. Supplies from
these latter two categories are dependent on there being an economic incentive to compensate for
their costly movement. PIRA bas oot performed 2 detailed analysis -of-all these additional
sources. but estimates they could expand CARB supplies by around 15-50 MB/D, at a price.
Offsetting this increment arc accidents and planned turnarounds, which have not been allowed
for in what is really a stream day estimate. .

There will be seasonal variations in the supply potential. Higher RVP and oxygenate
standards in the Winter result in 5-10 % more supply capability then versus the summer.
However, because of RVP limitations, winter grade material cammot be stored for summer use.

"Conventional Gasoline Supply Holds Steady

The surveyed refiners should be able to produce around 1050 = 40 MB/D of gasoline in total
in 1996, an increase of around 30 MB/D from their pre-RFG 1994 capacity levels. Thus,
investments have been designed to make up for the volumes lost due to recent refinery closures
and allow for demand growth.. Subtracting the planned REG volumes shows conveational
gasoline capability of 140+10 MB/D. Adding in an allowance for non-surveyed refiners raises
this to around 150 MB/D. These volumes confirm that refiners plan on maintaining their out of
state market position either directly or via exchanges. In one wi ici
arrangement, Chévron will supply Tosco with 30 MB/D of CARB 2 in exchange for an equal

volume of conventional gasoline.

CARB 2 Gasoline: Costly, Compkx, And Tight 4 January 17, 1996
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Demand Growth

California’s ecanamy is bouncing back after a long slump. Rapid growth is occurring in
entertainment, advanced technology and trade oriented industries. This has offsct most if not all,
of the massive employment decline resulting from the downsizing of the military and other
sectors. The pace of outward migration of the middlc and upper middle class has ghated.
According to various analysts, the state’s economic growth should outpace the nation’s in 1996.
The state has also just raised speed limits.

Offsctting these growth positives are efforts to reduce vehicle use for environmental reasons,
growth in telecommuting, and higher retail prices resulting from the use of the costlier CARB?
gasoline. Nonetheless, the net result is growth. PIRA estimates Californian gasoline demand
will be around 910 MB/D in 1996, 1% higher than in 1995. As js the case elsewhere in the
States, demand is summer peaking. .

A Tight CARB 2 Balance

The CARB 2 gasoline market will be tight. Our survey indicates the market is balanced on a
steady state basis (Figure 4). However, refiners will need to produce in the upper half of the
range of their capabilities and/or out of state supplies will be nceded in the summer, (which in
California starts in March/April and extends to the end of October), during turmaround seasons,
or when there are refinery problems.

The tightness of the balance suggests that Figure 4

turnarounds will never be planned for the
summer. - H CARE 2 GASCLDME BALANCE SENSITIMTIES

To overcome potential problems in
the introductory phases, refiners will Srrun S

need to build inventories during the - L
phase-in period and hope that all units ||~
function without problem. The spring —

turnaround scason (see PIRAFAX on — .|
Trmrsunes
DERMAND

U.S. Refinery Tirnaroupds, Jeo-Tune i
1996) should be largely completed
around the time the program starts, so
should not further complicate CARB 2’s o
introduction. h

Supplying Conventional Gasoline

California refiners have played a key role in supplying Arizona, Nevada and Oregon,
conventional gasoline markets that have little or no indigenous supply. Around two-thirds of
Arizona’s supply (65-70 of 110 MB/D) and nearly all of Nevada’s (50 MB/D) comes from
California. The balance of Arizona is supplied by Santa Fe Pacific Pipeline from El Paso, Texas,
fed by New Mexico and west Texas refiners. Recently, Diamond Shamrock started a new
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pipcline from Mckes, Texas (Panhandle) to El Paso. Also, Longhom plans to reverse an Exxon
audts o’ prpalme s’ put 1t 1 proalict service by (Y97 and’extend it to E1 Paso, enhancing
Gulf Coast refiners’ ability to ship west. There will inevitably be more competition in the
Arizopa market, but indications are that California refiners are not ready to cede this nearby
market. This implies downward pressures on conventional gasoline, particularly from next yesr
on, with the fortunes of the Californian and Gulf Coast refiners more closely tied together.

What If Something Goes Wrong? ... Variances -

- What happens if a refiner has a problem supplying CARB 2? Many CARB officials now
belicve that the market place should be the final arbiter to the extent possible, i.c., if 2 company
has a supply problem, it should attzmpt to obtain complying gasoline from others first This
might work in an oversupplied market, but what happens if the market is steady state balanced?
Supply distuptions result in price spikes that the public, and ultimately politicians, resct
negatively 6. Yet allowing non-complying supplies to be used raises issues of equity and
faimess to those companies that make investments, follow the rules and are ready to supply
complying product. This is the same dilemma refiners, marketers and CARB confronted during
the introduction of CARB diesel in October 1993.

CARB'’s response has been to propose a variance procedure that will likely be finalized
soon. Variances, if granted, would be for a very specific time period and volume and cost
15¢/gal; 10c for CARB's estimate of the highest relative production cost of CARB gasoline plys
a Sc penalty. Under the proposal, a variance to supply non-complying gasoline would oply be

granted if:

/—‘-_—- - .. ®
The supply problem is due to conditions beyond a company's reasonable control.

e The company has explained its reasons, publicly and privately, established when it

will be able to supply complying material, and submitted a detailed compliance
plan. Indications are that the burden of proof will be quite rigorous.

e The economic consequences for the compamy and the public outweigh the air quality

cffects.

Situations where the need for a variance is not immediate and emergency situations due to
accidents or other “physical catastrophes™ are trefited differently. The former ‘would involve
sufficient notice (10 days) to imterested parties, and public hearings, while the latter,
theoretically, could be accomplished within 24 hours through conference calls with affected

partics. _ .

The Largest Oxygenate Market

With CARB gasoline, California’s oxygenate use will rise by around 35%, to soms 100
MB/D of MTBE-equivalent. This enhances California’s position as the largest U.S. oxygenate
market, (it is also the largest gasoline market), raising its market share to almost one quarie,
with its share of the MTBE market even higher. With CARB 2, the California oxygenate market
will also move from winter to summer peaking because year-round use becomes statewide
instead of just applying in southern California, as has been the case since the introduction of

CARB 2 Casoline: Costly, Compiex, And Tight s Janwary 17,1996

MOB 17204



FEB-@2-1596 18704 PERF'% HIGHLY
- CONFIDENTIAL PR £0°

RFG at the beginning of 1995. For over two years prior to that, the market i winter
: was highl
peaking due to the October 1993 start of the oxy-gasoline program. hly

This estimate of oxygenate demand is based primarily on the survey responmses on
concentration. Potential health effect issues are still overhanging the whole U.S. ethers market,
implying some downside risk to the estimate. Additional downside risk comes from the questian
of whether the oxygen requirements for RFG in California will continue to be mandated.

MTBE has been the dominant oxygenate. With little local capability, most is imported,
primarily from the Gulf Coast and Canada. Ethanol also plays a role, especially in the north, but
it is mainly suitable for winter use due to its high volatility. Although several companies have
installed cther capability in preparation for CARB 2, imports will continue to predominate

Oxygen Content - Can The Rules Change?

While the state, via CARB, has authorized the use of a predictive roodel which,
theoretically, makes it possible to manufacture a complying gasoline without the nced for an
oxygenate, there are other applicable rules that take precedence. For example, during the winter
carbon monoxide (CO) control periods, a 1.8-2.2 wt% oxygen level, equal to the nominal CARB
spec, will continue to apply. These periods are: B

o Oct]-Feb.28: Los Angeles area and Veatura County -

e Oct l-Jan 31: Northen California — _

o Nov. 1-Feb.28: San Diego and other Southern and Central areas. )

In addition, Federal RFG rules mandate oxygenate use in Southern California and
scheduled to apply to Sacramento too, due to its growing ozone problem. The refining industry
and CARB are trying to get this RFG oxygenate standard lessened to voluntary from mandated.
EPA docs not believe it has the authority to make this change but it has received a legal brief
from the Western-States Petroleum Association (WESPA), justifying why it could. EPA is now
inth.cprocssofcvaluatingthis,bmﬂmpossfbﬂity of a decision before the start of the CARB
gasoline program is receding, in view of the government’s recent shutdown.

Some refiners already plan to cut the concentration of oxygenates in CARB gasoline in the
smnncrinthsrcgionnonhofSacrmcnm,whccRFGisnotmquircd. This again underscores
the scale of the economic benefit offered by the Predictive Model since the additional grade
makes distribution complex. Should EPA agree that the oxygen limit in RFG is voluntary in
relation to CARB 2, PIRA. expects other refiners to cut back too. Refiners will oot stop using
oxygenates since they provide multiple benefits through their quality — high octane, no sulfur, no
olefins and favorable T50 blending, — and their potential as volume extenders. These potential
oxygenate reductions further raise the probability of CARB 2 tightness.

Margin Implications

Will California refiners achieve something that has rarcly been seen in the U.S.- a reasonable
return on new capital investment related to environmenral programs? Generally, the US.
refining industry has overbuilt, whether for oxygenates, low “S” diesel or RFG. This time may
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be different. The CARB 2 balance appears to be tght in California. Add in the remateness of‘l-1
the California market, the unique characteristics of CARB 2, the requircment for domestic
shippers to use higher cost Jones Act shipping, and the small number of companies invalved, all
of whom share a motivation to recoup costs and not undermine the market. The implication is
'r that prices an average will do quite 2 bit

| | more than cover marginal costs, which

l will ‘mainly comprisc the incremental Figure § —
| oxygenate cost, although not during the PRICE MOVEMENT OF GAS -
{ extended phase-in period: Will companies MARCH-MAY 1589 OLINE =)
-raise pump prices before June 1st? . -
The market is not without options, at S
the right price. There is a steady trade of " —
. MTBE from the Gulf that would be used - I\ ool
for incremental supply. Likewise a price . .
spike would attract either finished product Pl T -
or components from unexpected places. wl
Remember what happened to California “rrziiRviitETTIELE
gasoline prices after the Valdez oil spill in -
the Spring of 1989 closed the port and -

refiners could not quickly obtain _

alternative crude supplies. Spot gasoline prices jumped to around S1/gallon, when the Gulf

Coast was trading around 65¢/gallon. Sufficient incentives were created to attract product-from

new locales, quickly eroding prices (Figure 5). Thus the combination of variances and market

forces will act to dampen a price spike but nevertheless leave those Californians able to supply
‘ complying product amply remunerated. :

Could all this be too good to be true for refiners? Possibly. CARB's expectations seem to
( be for a CARB 2 gasoline differential to non-RFG averaging around 8c/gal. Differentials of that
magnitnde when RFG was introduced contributed to the wave of opt-outs, yet CARB believes
they would be manageable in 2 Californian context. However, CARB’s assessment of the
differential between CARB 2 and conventional gasoline looks conservative. A 10 to 15¢ gal
—Tifference is likely, with the spread wider at times. Even if conventional gasoline prices soften,
this implies a sharp increase in Californian pump prices in an election year. The industry’s PR.
machincmdsmbeahadofthccmeonthisissueso&mzhmismapgeciaﬁmof&w
\bmcfm and not just the cost of CARB 2 gasoline._

Cm——

Note: Additional coverage of gasoline and axygenate related issues can be fourd on PIRA Oniine.

— . = === e ———
PIRA Energy Group
122 BAST 43NO STREET, SUITE 818 ) 13, RUE GALLEE, SUTE 40
NEW YORK, NEW YORX 10188-0012 75110 PARIS FRANCE
TELEPHONE: 213-067-0174 . ) TELEPHONE: 331-4443-5346
FAX: T12-472-9040 FAX: T3 A EISRTTI 8214
TOTAL P.@S
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COMPETITOR INTELLIGENCE INFORMATION
. FOR THE DECEMBER 14 EL SEGUNDO REGIONAL COORDINATION MEETING

Note: This information is gleaned from industry publications and emplayee contacts with cutside companies and may not be entirely
accurate. (All of this month s data is sourced from OPIS unless otherwise noted.)
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General

 Refining/Marketing/S&D: A scnior energy analyst at the recent API convention warned that if the
U.S. petroleum industry doesn't reduce its refining capacity, it will never see any substandal increase in
refining margins, pointing out the recent volatility in refining margins over the past 12 months. U.S.
average refining margins were sitting at the break-even point of $3/bbl in March, surged to $6/bbl in
May, then dropped to 50cts/bbl in September before crawling up to the present margin of $2/bbl.
The last nine months, gasoline demand has been healthy and invertories have remained close to record
lows, factors that should normally lead to higher prices. However, refining utilization has been rising,
sustaining high levels of operations, thereby keeping prices low. Implication: in what alternate
modes can the refinery operate given low-margin economics?

Unocal

e RefiningMarketing: Unocal is exploring sale of three refineries and 1,441 gasoline stations in
California due to low West Coast refining margins and high capital expenditures required to comply
with stringent environmental regulations. Unocal is also exploring imtroduction of an unbranded
mogas supply to move incremental mogas from their refineries. They would provide this to existing

branded jobbers who now turn to suppliers like Ultramar, Tesoro and Tosco for supplemental mogas
supply. -

Ultramar

s Marketing/S&D: Ultramar approached our S&D traders to ses if we would give them CARB PUL in
exchange for CARB RUL and a differential. We told thern that we cannot commit to any deal until we
have experience manufacturing CARB mogas. Implicarion: this could be a profitable way to use
dny excess octane strength at El Segundo.

o Marketing: Ultramar announced on Sep 12 that they plan to spend $125 million to add 125
company-owned outlets to their existing 146 in California, according to Platt’s. This growth plan will
leverage off their refining strength, where they hav'z excess production capability compared to branded
sales volume. -

1osco : comin .

» Marketing/S&D: Tosco will attempt to increase market share and expand info new rerail markets

over the next three years, according to a Tosco report given to financial anlaysts. They will invest

$200 million_to build 50 new state-of -the-art retail outlets on the West Coast by 1998, and upgrade B

350 existing West Coast sites with ‘pay at the pump’ card readers, Sr washes, new imaging, and C-

stores. - '

Tomen-Pacific .

e Marketing/S&D: Tomen-Pacific, once a very large presence in the West Coast (WC) cargo market,
is planning to shut its WC operation by the end of the year. Evidently, poor WC economics, coupled
with decreased cargo activity from the Pacific Rim and the WC have prompted their decision. Tomen
is the latest in a series of high-profile companies to retreat fom the WC (e.g. Wickland, EOTT, Tosco,
Powerine, and Pacific Refining). Implication: consolidation of trading offices could reduce spot
market liquidity and affect pricing. Also, weak West Coast margins may continue to force industry
rationalization. -

a:\ghm:.;.x\za"_-u\mq_dmdo: AJK l1/30/95
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- To:
-From:
Date:  May'16, 1995
Subject: CARB Qutlet Strategy Meeting _

Attached are several background items and a couple of in-progress spreadsheets
_regarding outlet oppartunities for CARB mogas. | thought you might want to review the
" data prior to our meeting Thursday. | would like to use our meeting discussion to h
expand /-complete the spreadsheets for management review.

The CARB Mogas Qutlet spreadsheet identifies CARB production, existing contract
commitments and remaining avails. It also lists a number of potential outlets for the
available barrels and attempts to capture positive and negative sensitivities about each
outlet. For our discussion, | would be interested if you have ideas on any additional
outlet opportunities or additional sensitivities.

The Strategy Cases spreadsheet is mostly incomplete at this stage, however, what it
attempts to depict is how we would prioritize our outlet opportunities in various market
scenarios, | am not necessarily convinced that we will have drastically different outlet
strategies , however, | think we should consciously address how we would want to react
in various markets. | attempted to fill in some data that seemed obvious but its all up
for discussion at the meeting.

Look forward to seeing you Thursday, thanks.

WA
;5@%347 __—)’a-y\d/v g U B o
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Supply Operations - West Coast
CARB Mogas Outlet - DP&A Outiook
Discussion with i, 5/15

- California net short of CARB mogas / components
. Price outlook driven by cost of imports from Carib basin; outlook +10¢ versus
- current conventionat (16¢ versus future conventional due to conventional

P price drop)
# . Califoria producability roughly in balance but unbalanced component
makeup ' -
Inbound Outbound
CARB Mogas Conventional magas
ALKS - T-90
MTBE .

. Full investment in conversion of capacity would make California balanced

.- CARB will likely come in from the PNW since marginal economic performers
there (Shell Anacortes, Tosco Ferndale) will press to find ways to squeeze
margins up; may be as much as 30-35% producability without impact to their
statutory baselines - _

. SFB remains net long in mogas - both CARB and conventional

. BE likely to be primary spot market producer based on investment and

marksting strategy of other SFB players _

Chevron - significant investment - net long; balanced with sale to Tosco

Unocal - balanced to slightly shart

Pacific - no investment, no known outlet

Tosco - permits received with no investment progressing; entered into
30kBD purchase from Chevron; outcome of Arco processing deal in doubt

Arco - Appears very short in SFB; may have done N/S trade with Shell but
still shopping for a large barrel SFB deal; may pe leverage - still has
option on Tosco processing agresment

Shell - long SFB but balanced overall on WC - may have traded with Arco
although probabily still short in LA -

Conventional Mogas Valuation

. Conventional mogas will go north, likely from SFB, to backfill CARB mogas
brought in from PNW; not likely to be 1 for 1 since PNW net long mogas
when in full conversion; marginal conventional mogas price will fall to its
export value (-6¢ versus current conventional)

. SFBis likely to be lowest value market, as it currently is, caused by greatest
length; expect current price to drop to Far East export but North / South price
relationships should remain (SFB -3¢ vs LA/PNW)

EXX00001626 '

DRG-DPAOUTLK.DOC ' 05/15/95
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Should not do deals that supports other's imparting barrels to West Coas.tj
Desire to build ALKB for contingency should be weighed against market ==
revenue factomimpac from ALKS sales if end up with ALK8 length (ALK8
sales = + CARB mogas)

Purchase marginal strategy may not be beneficial if we already dominate
spot market supply; we would essentially chase self

Strategic benefit from long-term participation in LA markst; stronger chance
LA will experience pericds above transportation parity; shrinks SFB market;
creates alternate price basis for some barrels; establishes ongaing
infrastructure to capture price run-up opportunities; serve to minimize on-
going presence of Carib basin refiners :

Outlet of T-90 onto West Coast would have same impact as plus magas;
export ta Far East would help overall West Coast mogas market although
naphtha markets weak in Far East versus distillate; strongest value for T-S0
may be to HCU with backed out LCCO cambined into a higher value distillate

for Far East export

] 7.
DRG-DPAOUTLK.DOC ‘ EXX0000162 ) 05/15/95
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' Frowm: 3 CCTXGTIWL
pate: 3/26/95 8:58 AM HIGHLY CONF
Priority: Normal . IDENTIAL
. Receipc Requasted
TQ: | -
TO: at A
Ta: ¢ TN
TO: ac R
To: S T
Subject: CAR3 GASOLINE
- - Yegsage Caatents --—= -
cc: NS -~ G A
S— - SEeemeeed.  SE—
~__= 53 [ rA—
" G
" FroM: QIS : ;
Subject: CARS GASOLINE
Gaxt of the Business Ogtimizatzicn Team working up a spec sheet.
Will fozward when that's done.
Hawever, believe that mosT acanomic imporc will be alkylate. We expect cthat
the USWC will be long conventional .gasoline and chat alkylate imports cculd -
wazk to blead thase components Td CARS. Have been talking to Fairfax abaut
avails ex 3eaumant and Yanbu. i
Wow Maore cuscomers, Have Mare Fun
Team Maohil West Supply & Logistics
Tarrance w-" .
vvr Torwarding note from . 95/05/23 18:81 ==~
rzoms "995/05/23 18:51
. S -
ce: -
Subject: CARB GASOLINE .
To:
cc: i
- - - Megsage Contents - -
A 1 G ;
Frem  : QUSSR subject: CARB GASCLINT Rager,
., aay crance vou could fax a spec gheet ar whatever you have on CARS
'gasoline qualities...we're looking to see if Caryton cduld “help out “Liu~any-way!l i

Regards

-
-

HEL Manufacturing,Room (NSNS

====IsS== ==x= == =REPLY=c===sS=aISTA==JZ ac======

Through tha various convecsatiaens, I £hink the message has gotten a littls
confusing betwean what we sgaw as 3 curTenc opportunity for CEM oz 3MT CAR3
diesel, and possibly a future oppartunity foz CARS Gasoline compeonents. I
will elaborate for a faw paragraphs and crobably tell ycu more than you want
tc Xnaow.

Ta my mind, the discussicn ia rgally thisz:

Decending upon the S/D balance, it probably will NOT make sense =0 importT
si{nished CAR3 into what haa hiszarically besn an isolated, near balanced/loag
market. AS you probably know, US fest Coast margins are on average more
artract=ive than most other US regions. Flooding the market and depressing
mazgins an the base valume we market would likely be a big hit and not in MOB 02378

Mobil's incerest.

Houevaer, sinca theze is unceztainty about CAR3 supply/demand in the market, and

- _a—



. cogying this note To Hss8IS

g il =ocn have unigue fuels fs-=mulacians, I anci
markez upsezs wWhed chera is a wC Refisaery pgoblem,
;e::u::a:icng, T chink i% would make sens?2 «gr Hobil ta n
c-eacz ASA? and capture forward sales (wnile drawiag frzom Ii L
-eward, and I chink therss will be.

che-e L3 su2ficient

———

£iniahad CARE, 1 wculd think a strazegic zlaa T2

{mamaly alkylace) HAX make sense, pazticulazly 1f we ca

ideatify an econcmic nackhaul- Tf the logistics cf such a plaa wozk and make
sanse on & low volume/infrequent basis, we cauld be s2tT TO —~aact Lf the market
diczaces, wach To cover duX ccomittmants La case we rq =—h2 qaaes with the

aefine:y/Supply proplem, OF quickly lgck up any lucrazive sppozTunities when Thfl

nazket is upsst.

CAR3 S ZCIE"-.'CATIONS
¢ =g che CARS specif;;aticns, the-e Ls 3°i
gook as follows:

o
o ‘a

in Torzance, W€ will have flexiBility within the CAR3 mcdel <a
va:y/::ade-ofi some af the ccmponents pased upcn eguacicas tn the model.
3asically, tha model p:edicts/ccn::cla vgc's, Toxics, NOX, a3, and CQ. 3ecause
we will produce lower Sulphurc and Baazene 48 should be asle =2 have scae

£1gxibilicy Ln ouz panzene, HT3E and TS9O and stay within the model. He arce
wozking on understanding all gf that acw.

[y

v the regulazians
rhe limits £ar

Yyouwevazx, £oT fuel nat produced wicthin califgraia, =it ike
will impose a more sericz scandard. cuzzeaz thiakinsg ig tha

imgerTs will be as faollows:

RV?, (max, osi) 7.0
Selphuz, (max pom) 4Q
Senzene, (Mmax volsd) 1.0
Arcmazics, (max vols) 25.0°
gkefins, (max val%) 8.0
giszillatica (max deg T)

T30 300
n3g (min/max}) 170/210—
oxygen, (w=$)

ala 1.3
max 2.2

Having said all of tnis, I am nappy To haas all ideas, 34T -gally depesnd upen
o= SiL fclks in Tozzance ta work the issues. "a nave discussed neze a number
of wimes and they cleazly feel accouncabilizy for covering curs aarketing demand
1~2 neing prepazed £or any openinga -he market gives up. Therefore, I am

5 Torrance as I kno¥

tly identifying and ccnsidering cp:isnsQ _Alss, if_i nave

~hey are cuzTen <
~isscazed any of the facts I will ask Dave
clarify our understanding.

this tTo make sensge. S0z bcth paries, cne of the keys (and pehaps 2

1a crder faor

shaw-stoppes) ia chat cthere needs =3 Ye aa ecancmic bazknhaul ar-angement, T4
dafray pazt of the crangportation expense. That may nce Se feasible, ButT
shculd te explorad.

l

o make the hecedsaly cfrections am”
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EXHIBIT 1V.7
DEC @3 'SR 18:45 TEXACS SACRATENTC 1
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a% AR L7
WESTERN REGION
Texaco MQ“Ufod_u_r_ing 2 Moarketing
Actlon: - T
XHendo 770 =,
;/ Recad L 0392/
T ol
: 8, 1862 [ ] "
DATE December ‘ L
TO: U - e
- Universal City -
- o
FROM: D ‘ - m— -
’ Sacramento el - |
: e Y l
SUBJECT: CARB Phasa 2 |Fira! Har2tng ] File[JCeztroy |
— —

This letter 1s.a follow Up 1o our phone conversation of last week where | briefed you on
a recent convarsation | had with Shelf's Califomia Govermment Relations Manager.

His comments centerad around Shell's intended $1.8 hillion investment to modemizas their
ler! Martinez refinery. He indicated-this expanditure is nacessary to comply with the 1996
CARB Phase 2 RFG requirement You indicatad that the $1.8 billion was Inordinataly

wuwewmmmtwmukwmmmmvmma :
and modemization pro}ects.auhe refinery. _

| He went on o say that Shall and the cther oil companies are extremely conosmead about
Texaco's silence and lack of activity conceming our plans toward CARB Phase 2

compilance. HauldTmhmdwﬂmmenmbeme'vAldmonmlslssuaénd
“we are nervous about it". He said Texaco or any other company.coukd easily import

compliant fuel from outside of Callfornia for considerably less cost than those cqmpanles

would occur If a company was able 1o import RFG for 5-10 cents less per gallon than
what it would cost other companies that retooled. He said it would be virtually Impossible

for a company 1o recover their investment.

He went on 1o say that If such & scenario was 1o evolve, Shell would be at the California
legislature and CARB immediately asking for relief. He gpecifically referred o a fes, tax
r penalty assessed for imported RFG. Hesuggestedmaxsuchanappmachmuldba

necessary to "level the playing fleld" thus, protecting Shell's investmant.

lmnawminwmm'caum&ybmﬁvdmmmmmmpomd
fuel. Howaver, Hnmy,apiaoooﬂegidaﬁon-couldbomoducodwprovldom
with the neceesary authority. &nhleglslaﬁonmuldlkdybeacﬁvetywpponadbyoﬂ
mmmmmmnmmowwmmmm
import. Nodoubthohborun&ommﬂdsupponﬂ'wpmpowmofpotanﬁal
congtruction jobs.

that intand to retool thelr refinerdes. Ha went on to talk about the various scenarlos that = |

CONFIDENTIAL
roY 0095246
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Q:nmﬂy.ARCO.MSM, Exxon, Tosco and Ultramar have eithar announcad
ptmsmmodaﬂnwmﬂnedecbrdeanwuoiecgsorhavebegunmdngmpsm
smom‘nmypumwmtodwreﬂnede&”

lmuwmbmmmﬁmbmoofmoepadﬁcmmbTm.md

ImWM&WWWnWWWﬂmr As you
rmm.dnwwwmwomedbymmwpamwmmnat
a refinery managers meeting In Aprl. - .

Wo_willkoepyouabrewonanymdevelopments on this matter and will closely
mnitorncwbiamtroducﬁonsmﬂchbcglnmﬂrstmkgfoocember. If you should have
wqueﬁonl,pleasadoh‘thasﬁateboonﬁdme. )

CONFIDENTIAL
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CONFIDENTIAL

Author: Charies R. Morgan at TORMTG-POL

Date: 2/3/96 3:20 PM

pPriority: Normal

TO: Carolin A. Kelth .
Subject: Re[2]: POWERINE CARB SMALL REFINER STATUS
———————————————————————————— Message Contents —--—-———————————=——————————

Carolin....-... Good responsa. Just one small correction- the small
refiner can only get a max of 2 years exemption- one year at a time. Must
meet all CBG specs by March 1998.

Chuck
.
Raply Separator B
Subject: Re: POWERINE CARB SMALL REFINZIR
STATUS :
Author: Carolin A. Keith at TORMIG-POl
Date: 2/3/96 3:09 PM
Anne,

We were wrong in our explanation regarding the small refiners
exemption. If a small refinery is granted a 3-year exemption, it will
still be allowed to produce AND sell in California. It must meet 4 of
the 8 exemptions and then it can be sold in California along with the
CBG. Regarding testing of CBG...most of the enforcement will take
place on the refinery end of things. If, however, a 'station is tested
and their product exceeds the cap (there is an allowance for averaging
gasoline produced, so a cap has been set to determine a point above
which a gasoline cannot go and stay within the CBG averaging
allowances), they and their producer/provider will have to show a
papertrail on the product to determine if any of the "exempted”
refineries's product explains for exceeding the cap.

Tn date, none of the small rafineries have heen exempted...we should
know within the next week or two if any are granted.

and, all refineries can still produce non CBG to sell in other markets
(e.g., we will not sell CBG in Phoenix).

I plan to correct this and answer a few other questions in a followup
mime that will go out to all briefing attendees sometime between now

and the 15th..

QUESTION: I will be providing "camera" ready pieces for both mailings
to SBC and dealers. Who shouid I deal with in your department for
copying and distribution? also have the pocket cards now and suggest
that they be included in the S3C mailing. Marie Mull suggested that
Denise Sofka was looking fcr additional work...but that's entirely
your call. Don't want to g2t in the way of your plans there. I could
probably get someone started now if they had time and then feed then
the pieces as they get finalized. Let me know what you think.

Thanks!
CAK

MOB 17682
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Author: Anne M. Fetsch at TORMFG-POL CONFIDENTIAL
Date: 2/6/96 10:53 AM
Priority: Normal

TO: Carolin A. Keith
Subject: Re[2]: POWERINE CARB SMALL REFINEZR STATUS
——————————————————— —=——-—-——-- Message Cortents —————=—-commm—m———

Carolin,

Thanks for the update...Denise can work on that for now. Thanks for
your asslstance. Anne _

~Anne,
We were wrong in our explanation regarding the small refiners

exemption. If a small refinery 1is granted a 3-year exemption, it will
still be allowed to produce AND sell in California. It must meet 4 of
the 8 exemptions and then it can be sold in California aleng with the
CBG. Regarding testing of CBG...most of the enforcement will take
place on the refinery end of things. If, however, a station is testad
and their product exceeds the cap (there is an allowance for averaging
gasoline produced, so a cap has been set to determine a point above
which a gasoline cannot go and stay within the CBG averaging
allowances); they and their producer/provider will have to show a
papertrail on the product to determine if any of the "exempted"
refineries's product explains for exceeding the cap.

To date, none of the small refineries have been exempted...we should
know within the next week or two if any are granted.

and, all refineries can still produce non CBG to sell in other markets
(e.g., we will not sell CBG in _ Phoenix).

I plan to correct this and answer a few other questions in a followup
mime that will go out to all briefing attendees sometime between now
and the 15th.. .

QUESTION: I will be providing "camera" ready pieces for both mailings
to SBC and dealers. Who should I deal with in your department for
copying and distribution? Also have the pocket cards now and suggest
that they be included Ia the  SBC mwilinyg. Marie Mull suggested that
Denise Sofka was looking for additional work...but that's entirely
your call. Don't want to get in the way of your plans there. I could
probably get someone started now if they had time and then feed them
the pieces as they get finalized. Let me know what you think.

Thanks!
CAK
Forward Header
Subject: Re: POWERINE CARB SMALL REFINER
STATUS
Author Jim E. Horner at TORMFG-POl
Date: 2/3/96 2:44 PM

Mark,

We've got some sources pretty familiar with the goings on
over at Powerine. Despite what the press has been

MOB 17683
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reporting, our sources believe that Powerine's chances of
restarting this year (or ever) are very low for the

‘following reasons:

1) The refinery Pprocess units and equipment is still under
contract to Vas Kenyan whose intentions were to ship it to
India. The group that bought the refinery land must first
buy the equipment back from Kenyan before it gets on a boat.
Kenyan may already have contracts in India that may not be
broken or are more valuable than a sellback to the new

Powerine group-

2) They estimate the start up expenses to be rather high
-520MM; sounds steep but even at half that, it's a big
number. There are serious doubts that financing can be
acquired for the startup plus any low margin periods.

Even if they restart and they ‘get a 7cent exemption, with
current conventional refining margins so bad, the exemption
may not be erough to make money for them on an operating
basis. When we looked over their books -last year, their
operating expenses were about 5cpg of G&D higher than ours
so they don't have alot of comfort zone if they have any
operating problems in the restart.

Alot of big if's need to come through for Powerine to
restart.

Bottom line: I'd bet Barry Switzer gets 'coach of the year'
before Powerine restarts.

Jim —-
Reply Separator
Subject: POWEZRINE CARB SMALI REFINER
STATUS - . -
Author: Mark J. Dizio at TORMFG-PO1
Date: 2/3/96 2:06 ¢M

WOULD EVEN STARTUP? REGARDS MARX

[}

JIM, ANY COMMENTS AS TO WHETHER POWERWIN

LUCILLE,
IF POWERINE RE-STARTS AND GETS THZ SMALL REFINER EXEMPTION , I BELIEVE THE

CARB MARKET PREMIUM WILL BE IMPACTED. COULD BE BY AS MUCH AS 2 -3 CPG.

AS BACKGROUND, WE HAVE BEEN PROJECTING THE CAL CARB POSITION TO BE
BALANCED TO -

SHORT IN THE SUMMER AND LONG IN THE WINTER. THE POTENTIAL SUMMER SHORTFALL
WOULD PROBABLY BE MET VIA GULF COAST ALKYLATE IMPORTS WHICH WE ESTIMATE
WOULD EQUATE TO CARB PLUS A 10-12 CPG PREMIUM TO CONVENTIONAL. IN THE
WINTER, WE WOULD EXPECT THE CARB PREMIUM WOULD BE NO LESS THAN THE REFINERS
INCRMENTAL COST OF PRODUCTION , OR ABOUT 7-8 CPG. ON AVERAGE , WITHOUT ANY
SUPPLY DISRUPTIONS THIS WOULD MEAN AN AVERAGE CARB PREMIUM OF ABOUT
a-1AFDr UFRQIIS CONVENTIONAL.

HIGHLY
CONFIDENTIAL

v89.1 dOW
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and into San Diego. . CONFIDENTIAL

Officials with the ARB tell OPIS that a decision on Powerine's 230
application should arrive sometime next week.

—— Scott Berhang

Copyright 1996, 0il Price Information Service.

-

MOB 17687



POWERINE Oil Company QJ
: |
12354 Laxeland Road. 7.0. 3ax 21C8 (310) 443861 > ; TLX No® 4720404
Santa Fa Sorngs. Calitomia S067C-3857 (310 ST 11 | :;::::;10; rizen
KN
April 24, 19%6
Mr. M. R. Diaz '

General Manager, Supply & Distribution
Texaco Refining and Markedng, Inc.

10 Undversal City Plaza, 6th Floor
Universal City, CA 91608

Dear Mr. Diaz:

Powerine Oil Company is attempting to restart its Santa Fe Springs, California, refinery which has been
down since last July. We plan to resume a limited operation in May 1955, with the refinery back in full
production by summer. When the refinery is in full production. Powerine plans to produce 20,000 barrels
per day of CARB reformulated gasoline and 20,000 barrels per day of CARB and EPA diesel fuel and jet

fuel.

In order to ease the current tight supply of gasoline, we propose accelerating our restart by offering your
company a portion or all of Powerine's refinery production capacity under a processing agreement
arrangement with terms and conditions that [ believe you will find very favorable. Powerine is aware that
the introduction of CARB reformulated gasoline combined with refinery operating problems in California
has resulted in product demand not being met by the California refirers. This situation is forcing the
industry to import product into California from refining centers outside the West Coast A processing
arrangement with your company would enable Powerine to resume full production much sooner,

contribute to meeting CARB product demand and ensure that CARB reformulated gasoline standards are

upheld  In 2Aditon, a processing arrang=ment with Powerine would pravide your company with
additional products to meet your marketing requirement.

If you are interested in discussing a processing arrangement with Powerine, please contact me as soon as
possible. Powerine is prepared to meet with your company immediately to negotate a processing
arrangement with mutually agreeable terms for a portion or all of Powerine's refinery production.
Powerine will enter into a processing agreement with the first company willing to proceed on acceptable

terms.

231

[ look forward to your timely response to our gfier. TRMI S&D

AR 296

A. L Gualtieri [ &nt[SRO_ [t ei?

Chief Operatng Officer RIG . | VisT

JOM
(Y
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DUE DATE

FOLLOW UP -
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— FRM-REFINING-
» ACTIOR:
Xz MAR11°C
Pl 11°S5
DATE: March 7. 1996 - RSH
: . ASA REM
CAF =
TO: Messrs. J. F. Boles - DRH {;Cs
B C.T. Walz RCS RAC
P. W. Tomlinson A CKG JAA
A. S. Abay JCC | RHM
C. A. Flagg | IMAR
D. R. Hall DATE:
R. C. Sheffield Fieal We2g (] Fle 7 Destro,
R. A. Pourciau l

FROM: L. D. Hopkins

SUBJECT: ~FUTURE GASOLINE SPECIFICATIONS

There is a fuels issue of national significance which continues to gather momentum. The
issue. being doggedly pursued by the American Automobile Manufacturers Association
(AAMA). is one of: 1) altering ASTM gasoline specifications. and 2) finding a more
‘efficient’ process for making changes to fuel specifications.

From a long-range perspective. it appears that the AAMA are seeking benefits of tighter fuel
standards that will come from: a) reducing the variability in gasoline that motorists purchase,
and b) restricting key fuel parameters that arc perceived to be costly or troublesome to vehicle
control systems. Although perhaps presumptive. one could conclude that if the auto
companies had their wish, gasoline would be defined as having a very narrow boiling range,
be of constant density, be of constant energy content. and not contain any non-hydrocarbon
compounds. [n this manner. it is alleged. vehicle systems could be designed. built and
operated at lowest cost and maximum emissions benefits. notwithstanding the fact that the
gasoline suppliers would incur unbearable costs that the Auta’s had avoided.

The natural instincts of fuel suppliers (API) to the above issue is a strong, unified defensive
posture of taking action to see that the burden of ‘fixing’ a vehicle problem is not shifted to the

_ail industry. However, given the trend in recent years and the global drive for cleaner fuels, it
is inevitable that the gasoline industry will continue to be regulated and/or pressured toward
tighter gasoline specifications. Some suppliers may even voluntarily accede to the desires of
the Auto’s if they perceive a niche opportunity for competitive advantage.

TEX 0018675
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The above situation was discussed at a Puget Sound Plant strategic planning meeting in
January. From those discussions it became clear that this was 00t the most critical strategic
challenge facing PSP. It was not even determined definitively to be a “negative’. given the
business environment on the West Coast as discussed below.

—1‘

As observed over the last few years and as projected well if%o the future. the most ciritcal -
factor facing the refining industry on the West Coast is the surplus refining capacity, and the
surplus gasoline production capacity. (The same situation exists for the entire U. S. refining
industry.) Supply significantly exceeds demand year-round. This results in very poor-refinery
margins. and very poor refinery financial results. Significant events need to occur to assist in
reducing supplies and/or increasing the demand for gasoline. One example of a significant -
event would be the elimination of mandates for oxygenate addition to gasoline. Given a
choice. oxygenate usage would go down. and gasoline supplies would go down accordingly.
(Much effort is being exerted to see that this happens in the Pacific Northwest.)

b - ’ ——
Within this context. the question was raised as to whether any parts of the AAMA fuel
specification proposal (see ‘Attachment |’ of the attached letter) would serve to benefit our
most critical problem on the West Coast. For example, on the surface it would appear that a
reduction in TS0 maximum would serve ta reduce gasoline supplies since it would-drop the
heavy end of gasoline down into the distillate pool (as one solution). But such a proposal
raises many questions concerning the over-all impact on the refining markets, on Texaco and
Star Enterprise. and on our competitive posture. In addition. the two examples used here

~ would only incrementally serve to reduce supplies. whereas large adjustments are necessary.

But they may be directionally beneficial.

The attached paper is a response to this issue raised during the PSP strategic planning session.
It gives more in-depth treatment to the technical issues than it does to the business issues, but

both require a lot more analysis. discussion and consensus-building before a conclusion can be
reached for TRMI or Star Enterprise. ' '

I would appreciate your review of this issue and advice as to whether you think we should put
together a small work-group to assess the-issue. identify opportunities. and develop 2
consensus on the proper position for Texaco/TRMI/Star Enterprise. From your responses, I
will provide further direction. Please provide your reply by March 22, 1996.

AL A ‘

LDH:

‘Copics for information: MDRedemer.GTJones

TEX 0018676
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2

Texaco
DATE:  February 14, 1996 A
TO: Mr. Keith Kraft

_ FROM: L. D. Hopkins

SUBJECT: PSP STRATEGY TEAM ASSIGNMENTS

-Attached herewith is a report that addresses the issue to which [ was assigned concerning the
effect of gasoline specification changes on the supply of gasoline in the West Coast market.

| am assuming you will make copies of this report available to~the PSP personnel as you see
fit. Note that [ have copied staff in UCP.

Please give me a call if you have any questions.
A Ol
LDH:

~ Copies:RSHancock.RFMillar,BBoldt. MAColby o o

TEX 0018877
011239
SpEC 1 TX 1

Rilal® 1R AR
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[MPACT OF FUTURE GASOLINE SPECIFICATION CHANGES

BACKGROUND

The American Automobile Manufacturers Association (AAMA) has for over a year
been proclaiming to the oil industry that ASTM fuel specification changes were not
keeping pace with the needs of the automobile systems as tighter and tighter vehicle
emissions standards were being implemented. The oil industry, through API. argued
for continuing the present ASTM process as the forum for establishing fuel standards.
that address the needs of all constituencies. After some unsuccessful attempts by the
AAMA to get distillation and driveability index changes through the ASTM process.
they began to criticize the slow. cumbersome ASTM process as being unresponsive (o
our mutual customers’ needs. About mid-1995. the AAMA surfaced a draft set of
gasoline specifications they referred to as ‘national unleaded gasoline specifications’.

_ That list of specifications has been slightly modified several times since then. The
current list of specifications proposed are as shown in Attachment 1. A more detailed
listing is shown as Attachment 2.

During this time-of discussions. API developed an industry position on the procedures
for setting gasoline standards. This policy position is shown as Attachment 3.

Because of a lack of interest by the oil companies to consider the AAMA proposal, the
AAMA companies have recently threatened to publish the proposed specifications in
owners' manuals and the name of marketers who have agreed to provide fuels meeting
those specifications. They claim that some companies are already meeting or very
close to meeting these specs. Ward's Automotive published a listing of branded
gasoline qualities developed from AAMA’s national gasoline survey program
(Attachment 4). This may be a bold ‘divide and conquer’ strategy being deployed by
the AAMA against the oil companies. If this is successful. it is unlikely that API could
maintain its current consensus policy position on this issue.

Ford recently presented a paper calling for a new procedure for setting gasoline
standards. referred to as the ‘cowboy’ approach. The way this approach would work
is that the auto manufacturer would place a specification into immediate use while the
document is routed through the formal standards-setting system (ASTM/CRC). They
argue that this will greatly accelerate the standards-setting process and be more
responsive to global demands. How to address the inevitable disagreements that will
occur was not discussed.

More recently, the Auto/Oil Steering Committes. represented by five oil companies
and the three domestic automakers, agreed to form an ad hoc team with members from
the auto and oil companies to study the options for streamlining the ASTM standards-
setting process and report back to the Steering Committee. Subsequently, the API
Downstream Committee. representing all API companies, agreed to the proposed joint
study, notwithstanding the strong API position on maintaining the existing process.

TEX 0018678 : |
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SPECIFICATIONS THAT MAY CHANGE -
As shown in Attachment 1, the most significant specification changes being proposed

are as follows:

% B

Sulfur, wt % max 1000 ppm —> TBD 3

> 220 F

T50 max 250 F

> 350 F

Driveability Index * none——> 1200 max

T90 max | 374 F

* Driveahility Index (D.1.) = 1.5 x T10 + 37x T50 + T90 : an adjustment tor the presence of
oxygenates 15 under development. ' )

SULFUR:  The information in Attachment 5 has been reviewed and still presents a

valid scenario on the issue of sulfur in gasoline. (Nore: It has been
- suggested that the recent Memorandum of Agreemenr (MOA) negotiated

berween CARB and individual auto companies, which contains a
requirement that the auto companies will introduce a national LEV no
later than model vear 2001, may change the riming of the scenario. This
is not the case because, in my scenario, the national LEV was not the
main driver for low sulfur gasoline since the Autos and EPA have both
acknowledged that no special fuel will be required for the national LEV.
The Autos state that the current limit is too high, and they will be
looking at experimental results to justify a lower spec ata later date.
Accounting for vears for the regulatory and/or standard-setring-process - - -
10 occur and a four vear lead time for refinery construction. 2003 - 2004
still seems reasonable t0 me.)

750 MAX:  The Autos agrue that the T50 max of 320 is technically feasible since
' CARB Phase 2 has a 200 - 210 F range. Further. they state that if a
D.L. of 1200 max is met. then the TSO will likely be below 220 F.
Also, it is likely that by lowering the TS0 (following) that the T50 will
automatically be reduced to some extent.

T90 MAX:  Not many gasolines exceed the 350 F max currently, and T90 values are
expected to be considerably less when the D.1. spec of 1200 max is met.
In addition. heavier components in the gasoline are more difficult to
combust and more readily form carbonaceous deposits. Thus. the lower
T90 can help reduce the deposit forming tendencies of gasolines. In
addition. the Auto/Oil research identified a T90 reduction as generally a

TEX 0018679
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DRIVEABILITY INDEX:

positive step in reducing tailpipe emissions of both hydrocarbons and
Nox. and therefore ozone formation. -

that the number of customers dissatisiied with the driveability of their
vehicle increases as the DI exceeds 12002 Current experiments are
underway that the Autos believe will provide additional evidence to
support their claim. A DI offset for oxygenates is considered to be very
important to the Autos. but the specific adjustment has not been
quantified. The Oil industry does not agree that the research evidence
identifies 1200 as the maximum level for customer satisfaction. This
issue will continue to be debated between our industries. but the Autos
are not likely to relent.

IMPLICATIONS OF THE PROPQSED SPECIFICATION CHANGES TO TEXACO

The impact that the above specification changes would have on TRMI if implemented
has to be evaluated within the context of the effect on the industry at-large. This is
beyond the scope of this paper. However. it is appropriate and instructive to look at
the effect these specification changes may have on the supply and/or demand for
product on the U. S. West Coast. From that view. it may be possible to deduce some
findings on the directional effect on PSP's financial health.

1.

TEX 0018680
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Any of the proposed spec changes would increase the cost of manufacturing
gasoline. (If it didn't, refiners would already be doing it.)

A marginal increase in cost. if recovered. will have a marginal downward
effect on demand (elasticity).

I e - e ntn ot L -

From a theoretical standpoint. an increase in refining cost will make
marginal supply uneconomical. thereby incrementally reducing supply
volumes. -

With the possible exception of sulfur. all other proposed specification
changes will result in a reduction in gasoline supply from the refineries. and
results primarily from removing the heavier-ends through distillation. This
is the single largest impact and the largest potential benefit to improving
West Coast margins. (Nore: The effect on mogas production from PSP can
best be estimated by the refinery. No atempr is muade to do that here.)

One result of 4. is that there will be additional Avjetmiddle distillate
produced. thereby adding to supplies of these products.

The Autos claim that a number of studies have determined
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6. The proposed changes will affect each refinery differently. To illustrate,
~ Attachment 6 is included to show the DI scatter on samples obtained from
the Southwest Research [nstitute’s monthly retil surveys in 1994, both for
Texaco gasalines and the entire industry gasolines. [t is true that many of
these samples could be from fungible product supplies. but the variability is
still quite significant. 3

7. As for RVP. it is not apparent that summer RVP max levels will go much
lower. if any. There is no mative at this time. Lowering winter-time B
~ RVP's could occur in certain metro areas, especially desert cities such as
" Phoenix. Las Vegas. etc. The auto companies seem (0 be concerned by
lowing RVP much lower as it would begin to increase driveability probtems.
especially cold start problems.

8. On a separate but related matter. a reiteration of TRMI's fundamental policy
on oxygenates is that we oppose mandated oxygenate useage where the
environmental benefits are not commensurate with the cost. For example.
the use of oxygenates to reduce ozone in non-attainment areas is not cost=
effective: the use of oxygenates to reduce CO emissions in non-attainment
areas is cost-effective. Further. there should be no biases favoring any
specific oxygenate over another. but use should be based on performance

criteria and free-market economics. This policy also serves to remove the
oxygenate swell from the gasoline supply pool where it is not needed and
not economical.

SUMMARY —

Both the Texaco position and the API position currently is to fight the proposed
specification changes betause it will increasc fuct cost and not deliver commensurate
benefits to the consumers nor the environment. Thus it is not cost-effective. - o

Incremental improvements to refinery margins from reducing supplies or increasing
demand can be achieved in a number of ways. One way would be to promote the more
restrictive mandated specification changes to reduce supply of product; another would
be to continue the poor financial performance by the industry until some weak
performer dropped out: another would be for refiners to voluntarily reduce refinery
production without incurring added costs or suffering attrition (admittedly unreasonably
idealistic. but the best option).
Advocacy of a Texaco position on issues with industry groups or any regulatory agency
should be consistent with those actions that will benefit TRMI vis-a-vis competition. of
hurt TRMI less than competition.

TEX 0018681
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If after careful consideration the PSP strategy team decides to recommend support for

i more restrictive fuel specifications such as those proposed by AAMA to help reduce the
surplus supply of product on the West Coast. it should be brought to the attention of
TRMI Headquarters Refining and EH&S Fuels staff for discussion within TRMI and

the corporation.

- BES
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Figure IV.3: Annual Average Retail Gasoline Prices for California and
the United States, 1984-2000
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TOSCO SLIDE

THANK YOU FOR THE FLATTERING INTRODUCTION. I'M
PLEASED TO BE HERE TODAY REPRESENTING TOSCO
CORPORATION.

I'VE TRIED TO STRUCTURE MY PRESENTATION SO [T'S
RELEVANT TO WHAT THE PACIFIC OLL CONFERENCE IS
ALL ABOUT AND WHAT YOURE INTERESTED IN. I'LL
LIMIT MY REMARKS TO ABOUT 25 MINUTES THUS
LEAVING PLENTY OF TIME FOR QUESTIONS.

MY DEFINITION OF RELEVANCE REVOLVES AROUND
PROFIT AND I SUSPECT IT'S NOT FAR FROM ANY
BUSINESS PERSONS MIND. WHILE MY REMARKS ARE
WELL RESEARCHED, THEY SHOULD BE TAKEN AS THE
OPINION OF TOSCO AND TOM O'MALLEY. OTHERS WILL
UNDOUBTEDLY RELY ON DIFFERING INPUT AND MAY
COME TO DIFFERENT CONCLUSIONS. 'M GOING TO
TALK ABOUT CRUDE OIL PRODUCTION REFINING AND
MARKETING, PARTICULARLY AS THEY RELATE TO
PADD V AND TOSCO.

LET'S START OFF WITH A BRIEF DESCRIPTION OF
TOSCO.

OIL REFINING SLIDE

TS@R12421
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WE'RE A REFTINER WITH OVER 500 MBD OF CAPACITY
LOCATED ON BOTH THE EAST AND WEST COASTS OF
THE USA.

WHOLESALE MARKETING SLIDE

WERE A WHOLESALER OF PETROLEUM PRODUCTS
WTITH EXTENSIVE TERMINAL OPERATIONS ON BOTH
COASTS.

LRETAIL MARKETING SLIDE

WERE A RETAIL MARKETER ON THE WEST COAST
WITH THE EXCLUSIVE RIGHT TO USE THE BP BRAND IN

- A9 STATE REGION:~

WE EXPECT TO HAVE SALES EXCEEDING $6 BILLION IN
1994 WHICH WILL PUT US IN THE FORTUNE 100.

BASED ON OUR POSITION IN THE INDUSTRY, I BELIEVE
WE'RE QUALIFIED TO REVIEW ITS PROSPECTS OVER™
THE BALANCE OF THE CENTURY.

LETS START WITH THE BASE RAW MATERIAL.

CRUDE OIL IS WHERE THE CYCLE STARTS. WE
ENTERED THE OPEC ERA IN ABOUT 1973 AND
ULTIMATELY PUSHED PRICES OVER $36 / BBL. OPEC

TSRR134c2
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HAD A GREAT ASISST FRCM US GOVERNMENT
REGULATIONS WHICH KEPT PRICES ARTIFICIALLY HIGH
THROUGHOUT THE 2ND HALF OF THE 1970'S. RONALD
REGAN TOOK OFFICE IN JAN OF 1981, REMOVED PRICE
CONTROLS IN FEB OF 1981 AND SINCE THEN THE LAWS
OF SUPPLY AND DEMAND AS OUTLINED BY ADAM
SMITH OVER 200 YEARS AGO TOOK OVER.

SLIDE 1: SHOWS THE AVERAGE OPEC PRICE
HISTORY SINCE 1973 AND THE START OF PRECIPITOUS

DECLINE IN 1981.

Crude Qil Price History

Opec Average $/Bucrel

;

/ /\',/ .\\- N~
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/—
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1

Tome Corpurmmn

THE LATE 80's AND EARLY 90's, WITH THE EXCEPTION
OF THE GULF WAR, WERE A PERIOD OF RELATIVELY
DECLINING CRUDE OIL PRICES.

L

TSQR13422
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Crude Price Projection

QPEC Average §/Barrei

/
/ \ . 19957000 Average

14 1 19091994 A varage
RV )
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1989 1991 193 1985 1987 1988
Oute

Tome Corpovamsn

THE SLIDE SHOWS THE LAST 6 YEARS PLUS OUR
PROJECTION FOR THE 2ND HALF OF THE 90's. WE ONCE
AGAIN USE OPEC AVERAGE PRICES. WE THINK THE
YEARS 95 THRU 98 WILL BE STABLE AROUND TODAY's
LEVELS AND THEN WE PROJECT ESCALATION AT 3!
YEAR THRU THE END OF THE CENTURY.
REGRETFULLY, [ HAVE TO TELL YOU THERE IS NO SUCH
THING AS AN ACCURATE LONG TERM CRUDE OIL PRICE
PROJECTION. MANY THINGS COULD HAPPEN BUT
SHORT OF A MAJOR WAR IN THE MIDDLE EAST. IT'S
HARD TO SEE A LONGER TERM PRICE SPIKE.

CRUDE OIL PRICES WILL BE MAINLY DRIVEN BY THE
SUPPLY DEMAIND BALANCE. THE STRONG PACIFIC
BASIN ECONOMIES WILL PROBABLY PUT A FLOOR
UNDER THE PRICE SINCE WE EXPECT WORLDWIDE OIL -
PRODUCT CONSUMPTION GROWTH TO AVERAGE
1,500,000 BBLS PER DAY PER YEAR. THE WORLDWIDE
SYSTEM IS RELATIVELY WELL BALANCED NOW BUT
WE STILL HAVE AN OVERHANG IN [RAQ. WE THINK
THIS IRAQI PRODUCTION WILL START TO COME TO

TSQB1Z4c4
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MARKET DURING THE 2ND HALF OF 1995 AND THAT [T
WILL TAXKE 2 TO 3 YEARS TO ABSORB T

LET'S FOCUS FOR A MINUTE ON PADD V, THE WESTERN

U.S.:

PADD V Crude Oil

Preduction F areast

@ 4
1 ANS § Cthar Pacd V
p—< <R
X0 4
g 12
=
1000 {
0 4
[+}

1994 1998 ‘~h‘- 1988 1989 X0

Toumne Corpurenmn

THIS SLIDE SHOWS ANS PRODUCTION IN BLUE AND
OTHER PADD V PRODUCTION IN RED. PADD V HAS
BEEN SURPLUS SINCE NORTH SLOPE PRODUCTION
CAME ON STREAM. THE NORTH SLOPE HAS DECLINED
ABOUT 300 MBD SINCE IT REACHED ITS PEAK IN THE
MTD 80's AND IS EXPECTED TO CONTINUE TO SLOWLY
DECLINE BY A TOTAL OF ABOUT 400 MBD IN THE 6
YEAR PERIOD THRU THE YEAR 2000. CALIFORNIA

PRODUCTION WILL PROBABLY FALL OFF BY 5¢-MBD-IN

THE SAME TIME PERIOD. PADD V REFINERS, WILL BE
IMPORTTNG MORE FOREIGN CRUDE N THE FUTURE.
HIGHER FREIGHT COSTS AND DIFFICULT PORT
CONDITIONS, PARTICULARLY IN THE SAN FRANCISCO
BAY AREA, WILL CAUSE PADD V CRUDE OIL COSTS TO
ESCALATE EVEN MORE THAN THE WORLD MARKET.

253
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PADD V Crude Odl

Supply /Oemand bulaner
- Pt V G 1953 vparw @ brpert Crondh = R
mw
2500 4
g 2@
@
X 240 4

20 1

1994 19895 16 1967 1988 198 2000

Oute
Temme Compatan

. THIS SLIDE SHOWS THE PADD V PRODUCTION DECLINE
IN BLUE, PRESENT IMPORTS AS A CONSTANT IN RED
AND IMPORT GROWTH STARTING IN2 OR 3 YEARS IN -
YELLOW. IF I WAS TO GUESS, HIGHER CRUDE IMPORTS
AND EXPENSIVE TRANSPORTATION WILL ADD
ANOTHER 2 CENTS / GAL TO THE COST OF PADD V
PRODUCTS.

. SUMMARIZING THE VIEW TOSCO HAS ON THE CRUDE
OIL OUTLOOK IN THE WORLD AND PADD VTELLS US 2
THINGS:

1. CRUDE PRODUCERS WILL HAVE TO LIVE WITH
LOW PRICES FOR SEVERAL. MORE YEARS.  _

2. CRUDE OIL COSTS SHOULD NOT CAUSE
SIGNIFICANT INFLATION IN THE VALUE OF OIL
PRODUCTS.

TOSCO CURRENTLY HAS NO CRUDE OIL PRODUCTION

AND PRESENTLY HAS NO PLANS TO ENTER THIS
BUSINESS.

TSQR13426
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LET'S NOW SWITCH OVER TO THE NEXT STEP IN THE
CYCLE REFINING. TOSCO HAS A GREAT INTEREST IN
THIS SINCE WE OWN 500, BPD OF REFINING CAPACITY
IN THE UNITED STATES. I'M GOING TO CONCENTRATE
TODAY ON CALIFORNIA WHICH WILL IN ESSENCE
CHANGE FROM A COMMODITY REFINING MARKET TO A
SPECIALITY CHEMICAL BUSINESS DETACHED TO A
GREAT DEGREE FROM REFINING IN THE REST OF THE
US, AND TO AN EVEN GREATER DEGREE, FROM THE
REST OF THE WORLD.

WE ARE EXPERIENCING AND WILL CONTINUE TO SEE
INFLATION IN THE COST OF OIL PRODUCTS AS A
RESULT OF NEW GOVERNMENT REGULATION.

CALIFORNIA, BY FAR THE LARGEST CONSUMER OF
PRODUCTS IN PADD V, HAS PUT IN PLACE ,
SPECIFICATIONS FOR DIESEL AND GASOLINE THAT ARE
DIFFERENT THAN ANYWHERE ELSE IN THE WORLD.

'OTHER STATES, AND EVENTUALLY COUNTRIES, MAY

FOLLOW, BUT [ DOUBT IF ANYONE WILL IMPLEMENT
CALIFORNIA SPECS MUCH BEFORE THE YEAR 2000.

THE CALIFORNIA AIR RESOURCES BOARD, BETTER
KNOWN AS CARB =ESTABLISHED SPECIFICATIONS FOR
DIESEL WHICH RESULTED IN A PRICE INCREASE OF 5

TO 9 CENTS/GAL SINCE INCEPTION IN OCT OF 1993. I'M, -
OF COURSE, OMITTING THE BRIEF START UP PERIOD
WHEN WE SAW VERY HIGH PREMIUMS OR 30 TO 40
CENTS / GAL. '

CARB DIESEL NOW TRADES AT A PREMIUM OVER
REGULAR GRADE IN THE 5 TO 8 CENTS RANGE. [THINK

TSQR12427
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THIS PREMIUM WILL STAY IN PLACE AND COULD GROW
SUBSTANTIALLY IF WE EXPERIENCE A MAJOR LONGER
TERM UPSET AT ONE OF CALIFORNIA'S LARGE DIESEL
REFINERIES. TOSCO IS CALIFORNTA'S 3RD LARGEST
DIESEL PRODUCER. WE MAKE UP TO 55 MBD OF THIS
TRANSPORTATION FUEL AND SUPPLY ABOUT 25% OF
CARB DEMAND.

1996 California Diesel

Swppy /Denard Balarwe
(Votwass «» M3 /D)

ACCURATE STATISTICS ARE DIFFICULT TO OBTAIN/ WE
BELIEVE_CARB CONSUMPTION IS ABOUT MBD AND

JAJPPRODUCTION IS VERY CLOSE TO THAT NUMBER.
THIS IS AN INSTANCE WHERE THE INDUSTRY
COULDN'T ECONOMICALLY CONVERT 100% OF THEIR
PRODUCTION TO THE NEW SPECIFICATION AND HAD TO
EXPORT. THIS RESULTED IN A FIRM CARB DIESEL
PRICE. WE MAY SEE THE SAME SITUATION IN
GASOLINE.

| / /2
THIS-SEIDE SHOWS CALIFORNIA DIESELZL:GN—fis/Q

CARB PHASE Il GASOLINE IS DUE TO ARRIVE IN APRIL
OF 1996, LE. ABOUT 1-1/2 YEARS FROM NOW. '

TSRV13Z428
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1996 California Gasoline

Supp iy /Dernand Baance
(Voasrmm as MB/V)

D Producian
. Transler

~—- -~ THIS SLIDE-SHOWS WHAT WE THINK GASOLINE FLOWS
IN CALIFORNIA WILL BE STARTING IN MARCH OF 1996.
REMEMBER THESE ARE TOSCO ESTIMATES AND
OTHERS MAY HAVE A DIFFERING VIEW.

AT THE RIGHT PRICE THERE WILL BE ENOUGH CARB
GASOLINE. WHY PREFACE THE SUPPLY ISSUE WITH
PRICE? WELL, WE BELIEVE THE CALIFORNIA REFINING
- INDUSTRY WILL NOT MAKE SUFFICIENT CARB
GASOLINE TO FULLY SUPPLY CALIFORNIA
CONSUMPTION IN 1996. OBVIOUSLY ANY PROJECTION
NEEDS A DEMAND FORECAST. OUR CALIFORNIA
DEMAND ESTIMATE OF 945,000 BBl's PER DAY GASOLINE
CONSUMPTION IS BASED ON A 1.5% PER ANNUM
AVERAGE DEMAND INCREASE FROM 1993 TO 1996. WE
ALSO INCLUDE THE IMPACT FROM LOWER MILEAGE
FROM CARB PHASE Il GASOLINE. RESEARCH RESULTS
PUBLISHED BY THE SOCIETY OF AUTOMOTIVE
ENGINEERS INDICATES MILEAGE DEGRADATION OF
ABOUT 4% WHEN COMPARED TO CONVENTIONAL NON
OXY GASOLINE TODAY. WE ESTIMATE THERE WILL BE

TSOR13429
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. 160
A SHORT FALL OF OVER MMBD WHICH WILL HAVE TO
BE IMPORTED.

IMPORTS WILL COME EITHER FROM OTHER U.S.
REFINERIES OR FROM OFFSHORE. ALMOST ANY
COMPLEX REFINERY CAN MAKE SOME QUANTITY OF
CARB GASOLINE. THE COSTS, HOWEVER, OF
SEGREGATING HIGH QUALITY COMPONENTS, THUS
IMPACTING THE QUALITY OF THE BALANCE OF THE
REFINERS GASOLINE POOL ARE SUCH THAT NON
CALIFORNIANS WILL NEED A REAL FINANCIAL
INCENTIVE TO PRODUCE CARB GASOLINE. HOW
MUCH? [ WOULD GUESS MINIMUM 4 CENTS / GAL FOR
THE MOST COMPETITIVE GROUP. THIS NUMBER ONLY
DEALS WITH THE MANUFACTURING COST. THERE IS
ALSO THE QUESTION OF FREIGHT TO CALIFORNIA. WE
THINK THE MINIMUM FREIGHT COST IS 2 CENTS / GAL
WHICH WOULD BE TODAY'S LOWEST COST FROM THE
NORTHWEST. MORE DISTANT IMPORT SOURCES
WOULD CARRY A FREIGHT COST OF 4 TO 6 CENTS /
GAL. THE COMBINATION OF QUALITY AND FREIGHT
TOTALS MINIMUM 6 CENTS / GAL. THIS EXCLUDES
OXYGENATES FOR THE GASOLINE. CARB GASOLINE
MUST BE OXYGENATED YEAR ROUND AND MEET AN
RVP LIMIT OF 7.2 IN THE SUMMER. WE ESTIMATE THAT
THE COMBINATION OF OXYGENATE AND LOWER RVP
WTLL ADD ANOTHER 4 CENTS / GAL TO THE COST OF
CALIFORNIA GASOLINE. THIS EXTRA 4 CENTS WILL BE
A YEAR ROUND FACTOR IN SOUTHERN CALIFORNIA
STARTING IN 1995 WHEN FEDERAL REFORMULATED
GASOLINE KICKS IN. IT'S A COST THAT OTHER AREAS
OF THE COUNTRY WILL HAVE TO PAY IF THEY ARE
DESIGNATED NON ATTAINMENT AREAS. THIS

TSQQ13420
10
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PREMIUM IS BASED ON TODAY'S OXYGENATE PRICES
IT WILL SHRINK OR EXPAND DEPENDING ON WHAT
HAPPENS TO OXYGENATE PRICES.

LETS EXAMINE FOR A MOMENT THE REASON WHY
TOSCO THINKS THERE WILL BE A NEED TO IMPORT
GASOLINE INTO CALIFORNIA. THE SITUATION IS
SIMILIAR TO WHAT WE HAVE SEEN ON CARB DIESEL.
THE COST OF MANUFACTURING CARB GASOLINE GOES
UP AS THE % OF CARB GASOLINE TO A REFINERIES
TOTAL GASOLINE PRODUCTION INCREASES. THUS THE
FIRST 50% OF CARB PHASE I COSTS X, WHILE EACH
ADDITIONAL 10% IS X PLUS UNTIL YOU GET TO THE
LAST 10% WHICH MAYBE 2 X. THE X WILL DIFFER FOR
EACH REFINERY BUT I DOUBT IF ANYONE HAS AN X
MUCH BELOW 4 CENTS/GAL. WE THINK THIS RISING
COST FACTOR WILL RESULT IN THE INDUSTRY
CONVERTING ONLY 80% OF ITS CURRENT GASOLINE TO
CARB QUALITY WITH THE BALANCE OF 20% MEETING
"CURRENT SPECS. THE 80% FACTOR LEADS US TO THE
DATA SHOWN ON THIS SLIDE, I.E. IMPORTS OF 145,000
MBD AND EXPORTS OF 200 MBD. THERE WILL BE SOME
SEASONAL SWING WITH HIGHER CARB PRODUCTION IN
THE WINTER AND LOWER IN THE SUMMER. THE PRIME
FACTOR FOR THIS SWING IS HIGHER RVP IN WINTER.

TSOV12431
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Possible Scenario

Cabinans $/0 Balarwe 1 794
(Ve harmee o 3B /D)

[meoru Exporu
PADD VY pL] PADD vV 30
PADD Il &0 NV :nd AZ 140
Fore [ Formygn 30
Taal Impaxs 145 Taal Expons 200
Demand 94%

7 e C orpann

THIS SLIDE SHOWS CALIFORNIA PRODUCTION AND
CONSUMPTION IN TABULAR FORM.

MARKET FORCES WILL SET THE PRICE FOR CARB
GASOLINE AND THESE FORCES WILL INVOLVE AN
INTERESTING MIX OF CAPITAL INVESTMENT
ECONOMICS AND IMPORT INCENTIVE. FROM OUR
PERSPECTIVE, EXCLUDING OXYGENATE COSTS, ‘WHICH
HAVE SEPARATE MARKET DYNAMICS, THE TWO SEEM
TO BE COMING TOGETHER AROUND THE 6 CENTS / GAL
MARK. IF A REFINER CAN'T MAKE A REASONABLE
PROFIT AT THAT NUMBER, WE FEEL THE INVESTMENT
MAY NOT WORK OUT WELL.

OUR PROJECTIONS ON INCREASED PRICES FOR THE
NEW CALIFORNIA GASOLINE OF 6 CENTS FOR
MANUFACTURING AND 4 CENTS FOR OXYGENATE ARE
REASONABLY IN LINE WITH CARBS PROJECTIONS BUT
BELOW LEVELS INDICATED BY OTHERS IN THE
INDUSTRY THERE IS AN IMPORTANT QUALIFICATION,
THIS IS A VERY FINELY BALANCED SYSTEM.

JICEE.

TSOV13432
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IF ANY OF THE LARGE REFINERS IN CALIFORNIA
EXPERIENCES AN UNPLANNED SHUTDOWN, THE
PREMIUM OF 6 CENTS COULD EASILY BE TWO OR
THREE TIMES THAT NUMBER FOR SOME PERIOD OF
TIME. ALSO, THE IST MONTHS OF OPERATION WILL
PROBABLY SEE LARGER PREMIUMS AND SUMMER DUE
TO LOWER PRODUCTION AND HIGHER CONSUMPTION
WILL BE TIGHTER THAN THE WINTER.

WHAT WILL TOSCO DQ?

TOSCO WILL MAKE LESS THAN 100% OF OUR CURRENT
PRODUCTION INTO CARB PHASE II GASOLINE. WE
EXPECT TO START OFF WITH SOMEWHAT MORE THAN"
50% OR OVER 50,000 MBD ON AN ANNUAL BASIS. WE'RE
INVESTING ABOUT $100,000,000 TO REACH THIS

- PERCENTAGE. WE'RE CONFIDENT, BASED ON OUR

SUPPLY ANALYSIS, AND THE PREMIUMS WE
MENTIONED EARLIER, THAT THIS WILL PROVE TO BE A
REASONABLE INVESTMENT FOR TOSCO.
ADDITIONALLY, YOU MAY HAVE SEEN OUR PRESS
RELEASE YESTERDAY WHERE WE INDICATED WE'VE
MADE ARRANGEMENTS WITH CHEVRON TO SWAP, FOR
MINIMUM 7 YEARS, 30 MBD GF REGULAR GASOLINE
INTO CARB PHASE II. THUS TOSCO WILL HAVE ABOUT
80% OF ITS CURRENT GASOLINE PRODUCTION
AVATLABLE IN APRIL OF 1996 AS CARB PHASEIT. TF
THERE IS AN ECONOMIC INCENTIVE THAT GIVES US A
BETTER PROFIT THAN OUR SWAP, WE MAY MAKE
FURTHER INVESTMENTS TO INCREASE OUR
PROCESSING CAPABILITY BUT FOR NOW WE'RE TAKING
A WAIT AND SEE CONSERVATIVE APPROACH.

TS@R12433
13 '
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LET'S NOW TALK ABOUT THE BALANCE OF PADD V
REFINING CAPACITY, WHICH IS PRIMARILY
WASHINGTON STATE.

1996 PADD V Gasoh.ne

— P ADO 0 Lrnpearw

THIS SLIDE SHOWS GASOLINE FLOWS THRUOUT PADD |
V.

TOSCO's, FERNDALE, WASHINGTON, REFINERY, HAS NO
PLANS AT PRESENT TO MAKE CARB GASOLINE. WE
SELL ALL THE GASOLINE MADE AT FERNDALE IN
WASHINGTON AND OREGON THROUGH OUR RETAIL
SYSTEM. WE CURRENTLY SELL AN ADDITIONAL
VOLUMN AT WHOLESALE THAT IS USUALLY
EXCHANGED TO THE NORTHWEST. WE INTEND TO
CONTINUE TO SUFPLY THESE OUTLETS WITH NON
CARB GASOLINE, PROBABLY NOT VIA EXCHANGE BUT
THROUGH ACTUAL SHIPMENT TO THE NORTHWEST.
WE DONT THINK THE MARKET CAN RELY ON THE
NORTHWEST FOR SIGNTFICANT VOLUMNS OF CARB
GASOLINE. WE DON'T KNOW OF ANY NON CALIFORNIA
PADD V REFINER WHO HAS ANNOUNCED PLANS TO
MAKE CARB PHASE Il GASOLINE. IN SPITE OF NOT
HAVING SPECIFIC INFORMATION, WE HAVE SHOWN 25

TSQV13434
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MBD OF CARB PHASE Il GASOLINE FLOWING FROM THE
NORTHWEST TO CALIFORNIA ON OUR ANALYSIS.

NOW THAT WE'VE DISCUSSED CALIFORNIA CARB
PHASE I, LET'S SPEND A MINUTE ON REFINING IN
GENERAL. TF, AS WE EXPEXT, PRODUCT |
CONSUMPTION ON A WORLD WIDE BASIS GROWS
FASTER THAN THE ADDITION OF NEW REFINING
CAPACITY, REFINING WILL BECOME A BETTER
BUSINESS. ADDING A LITTLE EXTRA DIMENSION IS

. THE PROBABILITY THAT SMALL, INEFFICIENT REFINERS

WILL CONTINUE TO CLOSE DOWN.

SUMMARIZING MY REMARKS ON REFINING: |

1.  COSTS FOR CARB OXYGENATED GASOLINE WILL
ESCALATE BY A TOTAL OF MINIMUM 10 CENTS/

GAL.

2. REFINERS MAY SEE BETTER PROFITS IN THE 2ND
HALF OF THE 90's. BUT WE WILL CONTINUE TO SEE

VERY COMPETITIVE MARKETS.

WE CONTINUE TO BELIEVE SMALL REFINERS, LE.
50 MBD OR LESS, CAN'T SURVIVE IN THE LONG™

TERM.

._h)

LET'S MOVE ON TO TOSCO'S CURRENT GROWTH AREA -
RETAIL. WE HAD NO RETAIL OUTLETS UNTIL 9
MONTHS AGO, WHEN WE TOOK OVER BP's SYSTEM IN

THE NORTHWEST.

15

@7872
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[ THINK ALL OF YOU KNOW WE PROMPTLY EXPANDED
BY ACQUIRING BP's CALIFORNIA SYSTEM ON AUG 1,
1994. WE CONTRACTED AT THE SAME TIME FOR THE
EXCLUSIVE RIGHT TO MARKET UNDER THE BP BRAND
FOR THE NEXT 12 YEARS IN CALIFORNIA,
WASHINGTON, OREGON, ARIZONA, NEVADA, [DAHO,
MONTANA, UTAH AND NEW MEXICO.

Tosco West Coast .

. Comoum tome
. Lammead for Ratad

N A

THIS SLIDE SHOWS TOSCO's BP BRAND SYSTEM AS IT
EXISTS-TODAY.

WE ARE CURRENTLY SELLING ABOUT 2.6 MILLION
GALLONS OF GASOLINE PER DAY AT RETAIL UNDER
THE BP BRAND. THIS REPRESENTS OVER 43% OF
TOSCO's PADD V PRODUCTION. TOSCO HOPES TO ADD
TO ITS BP BRAND SYSTEM OVEKR THENEXTTEW ~~
YEARS. WE'RE INTERESTED IN JOBBER AND DEALER
EXPANSION AND WE'RE ALSO IN THE MARKET TO BUY
OIL COMPANY, JOBBER OR DEALER SITES. WE WOULD
ADDITIONALLY CONSIDER LEASES OF SUCH FACILITIES
ON A VERY LONG TERM BASIS. TOSCO WANTS TO
EXPAND IN RETAILING SO OBVIOUSLY WE FEEL A
PROFIT CAN BE MADE. WE DON'T, HOWEVER, BELIEVE

34386
16 TSQV134

7873
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WE'RE ENTERING A PERIOD OF FAT MARGINS.WE
BELIEVE THE TREND OF THE LAST 20 YEARS WILL
CONTINUE, i.E. LARGER AND FEWER STATIONS WILL
SERVICE A SLOW INCREASE IN VOLUMN. RETAILING IS
A MAJOR LEAGUE BUSINESS WHERE INDIVIDUAL UNITS
THAT CAN SURVIVE IN THE LONG TERM HAVE A VALUE
OVER $1,000,000 WITH ANNUAL FUEL AND

. CONVENTENCE SALES OVER $5,000,000. THIS IS STIMPLY
NOT A MOM AND POP BUSINESS ANYMORE!

AS WITH EVERYTHING EL3E, THERE WIL BE A
DIFFERENCE BETWEEN CALIFORNIA AND THE OTHER
STATES IN PADD V. THE PRICE INCREASE IN
CALIFORNIA IN APRIL OF 1996 COULD CAUSE ERI(OSION
OF MARGINS AT RETAIL FOR SOME PERIOD OF TIME.
CARB GASOLINE WILL, ON THE OTHER HAND,
INCREASE EVERYONE’S VOLUMNS BY 3% OR 4% DUE
TO ITS LOW MILEAGE CHARACTERISTICS. THERE IS
SO A'REAL-POTENTIAL FOR SHORT TERM
INTERRUPTION OF LARGE VOLUMNS OF CARB PHASE II
GASOLINE SUPPLY. IF ONE OF THE BIG CAT CRACKERS
OR OTHER KEY UNITS IN CALIFORNIA GOES DOWN
UNEXPECTEDLY, WE COULD SEE X SPOT MARKET
PRICE SPIKES OF LARGE DIMENSION AND SERIOUS
SHORT TERM SUPPLY DIFFICULTY. THIS SHOULD GIVE
ANYONE WHO RELIES ON THE SPOT MARKET AN
TNCENTTVE TO TTE UP SUPPLY WTTH A LARGE REFINER. .

TS@R13437
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o« Tosun Margusest

Current Gasoline Production

(Toars Esurnate)

Company PADDV Caljfornia

ARCO 215 135
Chevron 210 195
Tosco 140 100
Texaco 138 70
Shell 130 80
’ Union 125 128
Exxoa 108 105
Mahil 95 95
Ultramar S0 50

Testn Corpusmtme

TOSCO ESTIMATES PER THIS SLIDE THAT IT IS THE 3RD
LARGEST GASOLINE PRODUCER IN PADD V AND THE
STH LARGEST IN CALIFORNIA. TOSCO INTENDS TO
DEVOTE ITS PADD V SUPPLY TO OUR RETAIL SYSTEM
AND CUSTOMERS WHO WANT A LONG TERM
_ ARRANGEMENT WE WANT TO AVOID AS MUCH AS
POSSIBLE SPOT SUPPLY ARRANGEMENTS. [F IWERE A
CALIFORNIA RETAILER AND DIDN'T HAVE A WIDELY
RECOGNIZED BRAND WITH A STRONG PADD V
REEINING SYSTEM BEHIND IT I'D BE WORRIED. WE ARE
HERE TO ELIMINATE WORRIES!!

ON THAT NOTE, I'LL BE HAPPY TO ANSWER YOUR
QUESTIONS.

TSQQ13438
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EXHIBIT IV.14
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SUMMARY: SHORT-TERM PRICE OUTLOOK

Marathon Oil Company Economics

T v IS o - —
Wmﬁm‘_m- = -

As OPEC and other exporters’ efforts to rein in ouiput begaa beariag fruit, Nature stepped ia to lead the oil
producers 2 helping hand in the form of Hurricane Georgss, which caused some major refinecy closures, threatened
off-share ail production and imports, and generally leat some bullishness to the oil futures markets. However, this
storm induced optimism is likely to prove temporary, leading to some pullback in pricss prior to the heav?
worldwide demands for crude in late Fall and early Wintar.

OPEC compliance with the agreed reductions in QUL this year have been estimated in 2 range 0f 30% to 85%,
which means the organization is acting as much lixe an Lfiaciive cartel as itever has. A S2 pecbarrsl price incraase
in the ficst half of last month is the result of their resolve, butalso 2 demoanstration of the remaining bearishness and
demand-side weakness in the market. In more typical dmes, the price reaction to 2 cemoval of over 2 million b/d
from the world oil market would have besn more sigaificaat.

Growthin U.S.oil demand remains favorable, with gasoline up almost 2 %, year-do-date, when upward revisions
to data from the second quarter are included. Distillate and -sidual fuel demands arz likewise well ahead of a year
ago, with oaly kerojet among the major products suffering from it explicable weakaess. Other oil demand sufferad
from a warm first quarter, weakening in the petroch:rnical indusiry, and the delay in the reauthorization of the
ntermodal Surface Transportation Efficiency Act, which has now besn signed into law. Final figures are likely t0
show healthy growth in U.S. demand this year, bu tiis caanot make up for the loss of oil demand growth from East

"a, and the market remains skeptical that exporess fave reduced sales sufficiently after their monumental

_scalculation early this year.

The oaset of heavier world-wide crude ruas in 2 fourth quarter in preparation for the Northern Hemisphere
winter should tighten crude supplies noticeably, lifting the WTI spot price to 516.50 per barrel ia January and
February, after the initial post-storm pullback.

sar-over-year gasoline demand growth in August is reported to have been 4.3%, and has not slowed much ia
Septernber. Gasoline stocks do not appear to have begun an upward climb, as they can do at a time of seasonally
lower demand and rising output potential with the advant of higher allowable RVP, which facilitates greatet NGL 7 °
blending. Indeed, the difference of the gasoline stock level over last year has now narrowed to 14 million barrels.
Turnarounds and other refinery shutdowns have not had their expected impact oa gasoline output as yet, but there
is normally a lag between the two, and output should slide soon even with higher NGL input. Heance, we expect
little additional weakening of gasoline relative o crude uatil December, when ruas pick up once more. Gulf Coast
spot unleaded regular gasoline is forecast to average +1ceats ger gallon thus moath, fsing less than crude to 42 cents

in December. The price differential for 93 octane gasoline OVer regular has narrowed to 3.5 cents per gallon, and
ndar 2 ceats 2 gallon

P oz
T4

should remain close to this value through the forecast. 1ag diffareatial for REG will average &
through February.

Distillate demand is preliminarily regociad 1o have setiled down to a mors sustainable 3% growlil rate ia
September, after the 129 of August. Because of uaustally heavy demand last October, itis eVt conczivable (ot
distillate demand will be lower this month than a yeas 239 Nogetheless, distillaiz demand coniinues strong, WHiCE

atremali

together with an immineat decline in outputdugto2iiaedy shut-downs, offsets the impact of inventories &

«

~out 17 million barrels above last year. Assumiag normal weather, distillate prices are forecast {0 increase on@'/
ghily relative to crude oil, with the Gulf Coast sget high sulfur distillate price averaging 4lceats Pet gallon 12
October, and rising to a high of 45 ceats in January. Tre price premium for low sulfurdiesel is expected to coniract
from just over 2 cents per gallon recently 0 200Ut ¢ cant per gallon around year =nd, as the market's focus wms
toward heating oil.
) MAP-375873
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EXHIBIT 1V.15

Midwest / Mid Continent Strategy

Meeting with BULs

1st June 1999
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